


	 

 

	
	

	

	 

 

	
	

	
	

	

	

    

duration of (b)(6) employment with that entity." A "post closing notation" in CMS for 
this disclosure stated that(b)(6) conflicts matter "was reviewed and approved by the 
NGC" during it b)(6) meeting. 

Both the FM Ethics July Memorandum and FHFA's Management Response recognize that the 
review process by FM Ethics was deficient in that it failed to identify Fannie Mae's business 
relationship with (b)(6) l'nor to January 2018 and (b)(6) 

(b)(6) FHFA reports, in its Management Response, that the NCG 
will be considering the deficiencies in FM Ethics' review process "at the upcoming board 
meeting". We welcome all efforts to improve the robustness of the internal compliance function 
at Fannie Mae. This Management Alert, however, focuses on the incomplete disclosures by (b)( 
(b)(6) about 
b)(6) While FHFA, in its 
Management Response, seeks to downplay the importance of these incomplete disclosures, we 
hold the view that these incomplete disclosures ran afoul of Fannie Mae's ethics authorities and 
of (b)(6) to Fannie Mae employees to "always err on the side of 
transparency" in conflicts disclosures and "proceed in a manner that all concerned would agree is 
completely beyond reproach." 

2. (b)(6) FHFA-OIG Found That (b)(6) Failed to 
Make Timely and Complete Conflict of Interest Disclosures Relating to 

(b)(6) 

In (b)(6) we issued a Management Alert in which we reported the findings of our 
administrative investigation into anonymous hotline complaints concerning the timeliness and 
completeness of disclosures made by (b)(6) regarding (313)(6) 

1(b)(6) During the period covered y that Management Alert, (b)(6 

(b)(6) was(b)(6) a company with 
which Fannie Mae conducts billions of dollars of business. Our investigation identified repeated 
failures by kb)(6) to timely and fully disclose(b)(6) 

(b)(6) as a potential conflict of interest to the NGC and to FM Ethics.I2 
We found tha (b)( failures to disclose were consequential, both because they demonstrated 
repeated breaches of duty and because they deprived the NGC of the ability to exercise its 
essential oversight responsibilities to address (b)(6) actual or apparent conflict of 
interest arising froml(b)(6) We madel(h)(61ecommendat1ons to address these repeated 

(b)(6) 
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failures, including a recommendation that the FHFA (b)(6) 

(h)(61 

In response to our findings, the Board undertook its own review and reported to the FHFA 
Director that, in its view.kb)(6) Risclosure ofIFInersonal relationship withkb)( 

(b)(6) vas permitted by 
Fannie Mae's codes of conduct and COI Policy. The FHFA Director reported to us that he found 
both the analysis by FHFA-OIG and the contradictory analysis by the Board to be reasonable. 
He advised that (b)(6) 

(hl(R1 
(b)(6) We closed our 
recommendations as rejected. 

Like(b)( Prior Incomplete Disclosures, (b)(6) 'Disclosures Were 
Incomplete and Consequential 

It appears to us that (b)(6) did not fully disclose all information relating to a potential 
conflict to facilitate a fully-informed conflicts analysis and to develop and implement appropriate 
mitigating controls. As we discussed earlier, the CMS entry relating to(b)( disclosure provided 
no explanation of the reasons that kb)(6) lvas considered an "interested party" or the 
reasons why its interest could give rise to a potential, apparent, or actual conflict of interest. 
(b)(6) lwas aware or should have been aware, from GINI review of (b) draft recusal 
agreement, tha b)( missions deprived the NGC of significant information relevant to its 
determination of whether a potential, apparent, or actual conflict of interest existed and the 
appropriate mitigation. 

The terms ofkb)(6) urrent agreement recuse(b)(qrom any business decisions 
presented to that are related to (b)(6) for the duration of (b)(6) employment 
with (b)(6) We recognize that an argument could be made that the recusal is sufficiently 
broad to include "business decisions" involving (b)(6) because such decisions would 

(b)(6)be "related" to kb)(6) in light of its 
(b)(6) That arment, however, would ignore the efforts by(b)(6) to identify whether, 

, (b was an "interested party" and the responses by Fannie Maeand on what basis)(6) 
employees that did not flag (b)(6) interest in FHFA's consideration of alternative credit 
score(s). As a result, one cannot presume that the terms of the existing recusal — recusal of 

(b)(6) from any business decision presented to (b)( relating to (b)(6) — would 
prevent (b)(6) from participating in the assessment within Fannie Mae of the potential 
impact o hvA) lor in discussions 
with FHFA about Fannie Mae's assessment, or in participating in discussions with FHFA about 
implementation of steps required under the Act. 

FHFA recognized, after review of our draft Management Alert, that the existing recusal may not 
have been understood within Fannie Mae to reach khl(RI !participation in this 
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assessment and discussion. It reports, in its Management Response, that it "conducted a 
preliminary review to determine the extent, if any, to which(b)(6) has been involved 
in any business decisions related to (b)(6) since the date of 
the recusal" and its "preliminary review has not found any involvement bykh)( " It further 
reports that the NGC, which has now been informed of (b)(6) 
khl(R) will consider at the upcoming board meeting "revisions to the recusal." 

Conclusion and Recommendation 

FHFA has publicly acknowledged that its decision on alternative credit scoring models will have 
significant effects on the industry. A decision of this magnitude must be subject to a well-
controlled process that ensures relevant information is taken into account when deliberating the 
merits of policy options under consideration. The Enterprises' participants in the process used 
by FHFA to reach a decision on whether to accept alternative credit scoring models must be free 
of potential, apparent, or actual conflicts of interest. FHFA has now determined not to proceed 
with efforts to reach such decision during 2018 and to transfer its full efforts to working with the 
Enterprises to implement the steps required under the Act. 

As (b)(6) is bound by 
Fannie Mae's ethics authorities. Notwithstanding the commitment by the FHFA Director that 

(b)(6) 
(b)(6) based on Fannie Mae's corporate records, it appears that (b)(6) 
did not provide critical information that knew, or should have known, was relevant to (b)( 
conflicts disclosures. (b)(6) 'vas aware or should have been aware, froml(b)(Ireview of 
recusal agreement, that FM Ethics and the NGC were not privy to this critical information, 
which was relevant to any conflicts analysis and the scope of the mitigating controls put into 
place to minimize the franchise risk to Fannie Mae (and FHFA) from the conflict. As a result, 
one cannot presume that the terms of the existing recusal—recusal of (b)(6) from any 
business decision presented t b)( 'relating to (b)(6) —would prevent (b)( Ifrom 
participating in the assessment within Fannie • ae o t e potential impact of (b)(6) 
kb)(6) or in discussions with FHFA about Fannie 
Mae's assessment, or in participating in discussions with FHFA about implementation of steps 
required under the Act. 

For those reasons, we recommend that, prior to the FHFA Director's final decision on alternative 
credit score models, FHFA: 

• Promptly perform a comprehensive review of the conflict of interest implications arising 
from (b)(6) possible involvement in Fannie Mae's assessment of the 
potential impact of (b)(6) 
and possible discussions with FHFA about Fannie Mae's assessment, in light of 

(b)(6) employment of (b)(61 as(b)(6) and 
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• Ensure appropriate controls are in place to mitigate any potential, apparent, or actual 
conflict of interest. 
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Appendix A: FHFA's Response to OIG's Alert and Recommendations 

Federal Housing Finance Agency 

MEMORANDUM 

TO: Laura Wertheimer, Inspector General 

FROM: Melvin L. Watt, Director 

SUBJECT: Response to Draft Management Alert — Administrative Review of a Potential 
Conflict of Interest Matter Involving a Senior Executive Officer of an Enterprise 

DATE: July 23, 2018 

Thank you for your draft Management Alert (Alert) referenced above (provided on July 16, 
2018) and for the recommendations set out on page 15. While the Federal Housing Finance 
Agency (FHFA) certainly agrees to and will implement both of the recommendations you 
provided, I want to add the following responses and context. 

As the Alert acknowledges, in (b)(6) I, shortly after (b)(6) timely disclosed 
that (b)(6) "w[ould] be interviewing with an interested party, (b)(6) for a position as 

(b)(6) xecuted a blanket recusal agreement covering any bu i 
related to (b)(6) That recusal stated that it would continue in effect 
accepted employment with (b)(6) and that (b)(6) agreed to communicate the 

recusal to the Management Committee. The recusal remains in effect today. (b)(6) 
has twice ((b)(6) ) communicated the blanket recusal to the Fannie 
Mae Management Committee. It will "continue for the duration of (b)(6) employment." 
Further, in response to your draft Management Alert, we have conducted a preliminary review to 
determine the extent, if any, to which (b)(6) has been involved in any business 
decisions related to (b)(6) since the date of the recusal. 

(b)(6This preliminary review has not found any involvement by )H 

In addition, Fannie Mae Ethics has alerted the Nominating and Corporate Governance 
Committee (NCG) of the Fannie Mae Board both in (b)( and, (b)(6) of 
additional details of the(b)(6) relationship with Fannie Mae since the recusal was put in 
place in (b)(6) The (131(6 update included business support activities by (b)(6) in 

1 
U151,1k. 

This document contains data or personally identifiable information that is protected under the Privacy Act of 1974 
(Pub.L. 93-579,88 Stat. 1896, enacted December 31, 1974,5 U.S.C. § 522a). 

It is for official use only. Unauthorized disclosures of this information can result in civil, criminal, or administrative penalties. 



	
	

 
		

	 	
	

	 (b)(6)the (b)(6) business. The (b)( update included 
(b)(6) We recognize that Fannie Mae Ethics review process was deficient in that it did 
not previously identify these aspects of the business relationship. The NCG will be considering 
this matter at the upcoming board meeting, including revisions to the recusal. 

In light of several references in the Alert to FHFA's Conservatorship Scorecard project that was 
expected to lead to a decision by the end of 2018 on the Enterprises' use of updated credit scores, 
I note that FHFA announced today our decision to suspend the Scorecard project and, instead, 
turn our full attention to proposing and finalizing a regulation to implement Section 310 of the 
Economic Growth, Regulatory Relief, and Consumer Protection Act (the Act). 

OIG Recommendations: 

We recommend that, prior to the FHFA Director's final decision on alternative credit score 
models, FHFA: 

• Promptly perform a comprehensive review of the conflict of interest implications arising 
from (b)(6) !possible involvement in Fannie Mae's assessment of the potential 
impact of (b)(6) and 
possible discussions with FHFA about Fannie Mae's assessment, in light of ()(6) 
employment of (b)(6) as (b)(6) and 

• Ensure appropriate controls are in place to mitigate any potential, apparent, or actual 
conflict of interest. 

Management Response to Recommendations: 

FHFA agrees with both recommendations. FHFA has instructed Fannie Mae to conduct a 
comprehensive review of the conflict of interest implications of this matter and any appropriate 
measures needed to enhance the conflicts review process. Further, in order to ensure that 
appropriate controls are in place to mitigate any potential, apparent, or actual conflict of interest, 
FHFA has instructed Fannie Mae to follow through with its plan to have the NCG consider the 
sufficiency of the recusal. In the meantime, to eliminate any ambiguity, we have advised Fannie 
Mae that FHFA considers (b)(6) :anent recusal relating to (b)(6) to extend to 
participation in any matters relating to (b)(6) including Fannie Mae or FHFA 
deliberations, discussions, or decisions about the alternative credit score assessment. This 
includes discussions on implementation of Section 310 of the Act. 

FHFA considers blanket recusals to be essential tools in controlling for conflicts of interest. A 
recusal should reflect assessments of the significance of relationships, nature of the conflict, and 
the potential for compromise or the appearance of compromise. Recusals should be reviewed 
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and, if necessary, updated as new information is discovered that either increases or decreases 
risk. FHFA does not believe, however, that every recusal (b)(6) must 
detail every separate project, proposal, or initiative that arises. Individual judgment, or lack 
thereof, in applying a recusal must be allowed and individuals held accountable for violations 
when they occur. 

cc: Lawrence Stauffer, Acting Chief Operating Officer 

John Major, Internal Controls and Audit Follow-up Manager 
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